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Human resource management (HRM) practices play an important role in improving productivity, performance and 
survival of the organization. By adopting the practices of human resources, it will enable the organization to attract, 
retain and motivate employees to support the mission, objective and organizational strategy towards an enhancement 
of organizational performance. However, most studies on human resource practices are discussed in the larg
organization and are less completely covered in small organizations. Therefore, this article will discuss the 
importance of human resource management practices to Malaysian SMEs in view of SMEs also need such practices 
to survive and sustain a competitive, which in turn to improve organizational performance. 
 





Small and medium-sized enterprises (SMEs) have beenidentified as one of the growth engines for various countries 
in the world, since SMEs make up over 90 per cent of all enterprises. For instance, United States, 99.7 per cent 
(Heneman, Tansky, & Camp, 2000), China, 99 per cent(Cunningham & Rowley, 2008),  Europe, 99 per cent (Rauch 
& Frese, 2000), Holland, 95 per cent, Philippines, 95 per cent and Taiwan, 96.5 per cent (Lin, 1998) as well as 
Malaysia, 99.2 per cent (Man & Wafa, 2007; National SME Development Council (NSDC), 2009; Saleh & Ndubisi, 
2006). The figures above show that countries all over the world recognized SMEs as a key business sector. Besides, 
Asia-Pacific Economic Cooperation  (APEC) (2002) pointed out that SMEs are deemed as supporters to larger 
enterprises as well as an important foundation in expanding business activities and sustaining economic growth. 
SMEs even provide more jobs than large companies (APEC, 2002; Department of Statistics, Malaysia (DOS) 2007; 
NSDC, 2009). In sum, SMEs play a vital role in contributing to the economy and are likely to be increasingly 
important as the economy becomes more global. 
Nowadays, changes in the atmosphere of global busines  and the continuing liberalization pressures occurring from 
economic and financial crisis provide new challenges as well as opportunities for Malaysian SMEs. Representing 
99% of total establishments, SMEs are anticipated in performing a significant role to develop the nation’s economy 
under New Economic Model (NEM) and the Tenth Malaysi  Plan (10MP), primarily in stimulating innovation and 
new growth areas. Hence, SMEs have to grab the opportunity to search for new roads and promote the value chain in 
order to improve their survival and ultimately turned out to be a global performer and eventually be abl to compete 
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with big companies. In an effort to capture the opportunities, SMEs need to exploit all of their available resources as 
means of achieving competitive advantage to firms and in turn, improve the performance of their organiz tion. 
Hence, to ensure the sustainability of country's economic growth, it is a need for SMEs to know thoroughly the 
factors that may influence their performance. Since the competitors will enable to imitate the advantage of physical 
and financial resources, practitioners and researchrs ave shifted to the uniqueness of human resources as factors that 
could lead to sustainable competitive advantage of the firm (Barney, 1991; Barney, Wright, & David J. Ketchen, 
2001).  This is supported by Pfeffer (1998)  that human resource is a vital factor that could affect the performance of 
organization. Therefore, it is important to understand how to manage human resources so as to maximize productivity 
and enhance creativity as well as control the costs (Combs, Liu, Hall, & Ketchen, 2006; Dart, Ng, & Sark r, 1990). 
Besides, HRM might be valuable foundations for SMEs to tudy, due to their growth rate, the rising number of SMEs 
and their diversity (Sethakaset & Santimataneedol, 2008). Consequently, to ensure the smooth running of the 
organization in order to improve the performance of an organization, then a system of good human resouce 
management (HRM) practices need to be addressed (Cappelli & Neumark, 2001).   
 
DEFINITION OF MALAYSIAN SMEs 
In 2005, the National SME Development Council (NSDC) as a platform to develop Malaysian SMEs, has approved 
the use of standard definitions for SMEs in the manuf cturing, manufacturing-related services, primary griculture 
and services sectors. These definitions are used by all Government Ministries and Agencies engaged in the
development of SME, and financial institutions as well. The use of standard definitions for SME will: 1. Strengthen 
government efforts to create effective policies andsupport programs for specific target; 2. Make it easi r to provide 
technical and financial assistance to SMEs; and 3. Allow for the identification of SMEs in the various categories and 
levels (SME Corp, 2010a).  
Generally, SMEs in Malaysia can be grouped into three categories, which are micro, small and medium enterprises. 
These grouping are determined based on either the annual sales turnover or number of full-time employees, as 
indicated in Table 1 below (SME Corp, 2010b).  
Table 1                                                                                                                   
DEFINITION OF SMES IN MALAYSIA 
Size 
Category 







Sales turnover of less 
than RM250,000  
OR  
full-time employees less 
than 5  
Sales turnover between 
RM250,000 and less than 
RM10 million  
OR  
full-time employees 
between 5 and 50  
 
Sales turnover between 









Technology (ICT)  
 
Sales turnover of less 
than RM200,000  
OR  
full-time employees less 
than 5  
Sales turnover between 
RM200,000 and less than 
RM1 million  
OR  
full-time employees  
between 5 and 19  
Sales turnover between 
RM1 million and RM5 
million  
OR  
full-time employees  
between 20 and 50  
 
Source: http://www.smecorp.gov.my/node/33 
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THE IMPORTANCE OF SMES IN MALAYSIA 
In Malaysia, SMEs are considered as the backbone of industrial development (NSDC, 2009) and give meaningful 
contributions to the national economy. Hashim (2010) stated that SMEs play a significant role in generating more 
employment, economic outputs, income generation, export capabilities, training, encouraging competition, innovation 
and promoting entrepreneurship and supporting the large-scale industries (LSIs) as well.  
In Malaysia, SMEs represent a majority of the busine ses constituting 99.2 per cent of total establishments and 
offering employment for about 56 per cent of the total employees (NSDC, 2009). As indicated by SME performance 
report 2005 (SMIDEC, 2006), a census on establishments and enterprises initiated by the Statistics Department in 
2005 disclosed a current status of SMEs. Figures point out a total of 523,132 establishments in the manuf cturing, 
agriculture and service sectors. Table 2 shows the current status of SMEs, generally, there is a total f 39,219 (7.5%) 
enterprises in the manufacturing sector, 451,516 (86.3%) in services and 32,397 (6.2%) in the agriculture sector. As 
indicated in table 2, total SMEs disclose 99.2 per cent or 518, 996 of all enterprises listed. Of the total, SMEs in the 
service sector comprises of 99.4 per cent or 449,00, whereas in manufacturing, they made up of 96.6 per cent or 
37,866 companies. As for agriculture-related activities, according to Table 2, SMEs account for 99.2 per cent or 
32,126 out of the 32,397 enterprises. 
Table 2 
CURRENT STATUS OF SMES 
 
 Establishments SMEs Percentage of SMEs 
Manufacturing 39,219 37,866 96.6 
Services 451,516 449,004 99.4 
Agriculture 32,397 32,126 99.2 
Total 523,132 518,996 99.2 
Source: SME performance report 2005 
 
In terms of generating employment, SMEs have contributed almost 3.2 million employees (64.0%) of total 
employment of 5.0 million attached in three key sectors namely manufacturing, services and agriculture (DOSM, 
2007). The services' sector provides the most employment, 74.2 per cent, followed by the manufacturing sector, 56.8 
per cent and agriculture sector, 45.7 per cent. In terms of full-time employment, the highest was also in the services 
sector (69.0%) followed by manufacturing (43.7%) and griculture (40.7%). The significant role of Malaysian SMEs 
at the same time is also demonstrated by their contribution to output and value added. DOSM (2007) repo ted that in 
2003, SMEs contributed to around the RM 381 billion (38.4%) of output and created about the RM 159 billion 
(41.3%) to value added. Table 3, noted that the services sector contributed the largest share 49.5 per cent of output 
and 46.4 per cent of value added followed by the agriculture sector contributed 47.9 per cent and 45.4 per cent 
respectively. On the other hand, SMEs in the manufact ring sector contributed the lowest share, 29.0 per cent of 
output and 32.4 per cent of value added. Generally, from Table 2 and Table 3 it can be concluded that SMEs are the 














OUTPUT AND VALUE ADDED OF SMES BY SECTOR, 2003 
 
Output (RM billion) Value added (RM billion) 
Sector Total SMEs % Total SMEs % 
Total 992.6 381.3 38.4 386.4 159.4 41.3 
Manufacturing 533.9 154.7 29.0 141.2 45.8 32.4 
Services 437.0 216.1 49.5 234.3 108.7 46.4 
Agriculture 21.7 10.4 47.9 10.9 4.9 45.4 
Source: Malaysia, Department of Statistics, Census of Establishment and Enterprises 2005. 
 
Despite the importance and relevance of human resouce management to SMEs, research on the HRM-performance 
linkage among SMEs is still lacking. This paper intends to highlight this relationship. In order to meet this objective, 
the next section will explain the concept of human resource management. Then this paper will discuss the relationship 
between the HRM-organizational performance, HRM in SMEs and the proposed framework of the relationship of 
four HRM practices to the performance of SMEs. Finally, this paper will end up with the conclusion. 
 
CONCEPT OF HRM 
Human resource management (HRM) has evolved substantial change and redefinition over the past century in its 
theory, research and practices, and mainly in the last two decades, it has gone through a major process of 
transformation in terms of form and function. The increasing pressure from internal and external enviro mental 
factors have significantly pushed HRM to devote from their mostly function of administrative tasks to the role as a 
source of sustained competitive advantages in support of organization that operate in a worldwide economy (G. 
Ferris, Hochwarter, Buckley, Harrell-Cook, & Frink, 1999). As defined by Noe, Hollenbeck, Gerhart, & Wright 
(2010), human resource management is a philosophy, policy, system and practices that can affect the  bhavior, 
attitudes and performance of employees. Activities of HRM include HR planning, staffing, training and development, 
performance management, compensation management, safety and health and employee relations. In an early stage, 
the management of organization has ignored the function of HRM practices as a main driver of organizational 
success. Only lately, the potential role of HRM in e hancing organization performance has been realized. HRM 
practices can improve the performance of organization l by contributing to employee and customer satisfaction, 
innovation, productivity, and development of good reputation among firm’s community (Delaney & Huselid, 1996; 
Noe et al., 2010). 
 
There are several approaches in studying HRM practices n relation to organizational performance: universalistic, 
contingency or configurational approach (Delery & Doty, 1996; Youndt, Snell, Dean Jr, & Lepak, 1996). The 
universal, or “best practices” perspective is the simplest form of a theoretical model in HRM literature, and their 
researchers are micro analytical in nature. This per pective involves a direct relationship between HRM practices and 
performance (Youndt et al., 1996) whereby some HRM practices are hypothesized as constantly superior to others 
and these best practices should be adopted by all org nizations (Delery & Doty, 1996). The contingency perspective, 
on the other hand, posits that the impact of HRM practices on firm performance is conditioned by an organization’s 
strategic posture. Researchers in the contingency appro ch dispute that HRM practices that applied by an  
organization must be coherent with other aspects of he organization so as to be effective. They have tried to explain 
the interaction between various HRM practices and specific organization strategies as they relate to organizational 
performance (Youndt et al., 1996). In contrast to “best practice” and contingency approach, the configurational 
perspective is interested on how the pattern of multiple HRM practices is related to organizational performance. 
Wright & McMahan (1992) argued that there is the pattern of intended human resource deployments and activities 
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that can facilitate organization in achieving their goals. In order to be effective, an organization must build up its 
HRM system that reaches both horizontal and vertical f t. Horizontal fit refers to the internal consistency of the 
organization’s HRM practices, and vertical fit refers to the congruence of the HRM system with other organizational 
characteristics such as a firm strategy.   
 
Consequently, in order to explain the process of examining HRM practices that are related to organization l 
performance, researchers can comply with either or a combination of those three difference approaches. This 
conceptual paper adopts the universalistic perspective for several reasons. Firstly, the universalistic 
perspective is suggested as the primary approach since most of HR studies had centered on a holistic or 
universal view of HRM practices and organizational performance, highlighting set of practices used by all firm 
employees and the uniformity of these practices across firms. Secondly, this perspective enables researchers to 
study the contribution of each HRM practice on organizational performance relatively. 
 
HRM PRACTICES AND ORGANIZATIONAL PERFORMANCE 
 
There is no universal definition of performance (Anderse´n, 2010) and no agreement on the suitable indicators of 
small firm performance (Wiklund, 1999). Performance from process perspective involves the process of 
transformation from inputs to outputs in order to accomplish specific results, whereas, from an economic perspective, 
performance is focused on efficiency and effectiveness of the organization in managing their cost and outcome 
(Chien, 2004; Jarad, Yusof, & Shafiei, 2010). Daft (2000) in his book defined that organizational performance is the 
organization’s ability to attain its goals by using resources in an efficient and effective manner” (cited in Jarad et al., 
2010, p. 147). In other words, the organizational performance concerns with the effectiveness, productivity, efficiency 
or excellence factors of an organization, whereby the factors are measured against the intended output (performance).  
 
Given the importance of HRM practices in influencing organizational performance, it has been noticed that he 
significant used of HRM into business practices in the organization. The issue on how HRM practices affect the 
performance of organization is drastically increasing (Chang & Chen, 2002; Huselid, Jackson, & Schuler, 1997; 
Panayotopoulou, Bourantas, & Papalexandris, 2003; Pfeffer, 1998; Youndt et al., 1996; Zheng, O’Neill, & Morrison, 
2009). Prior researches proposed that HRM acts as a proactive role instead of reactive in an organization (Schuler & 
MacMillan, 1984) and it is deemed to be a strategic partner in strategic formulation and implementation (Ultrich, 
1987). Huselid (1995) added that the application of g od HRM practices in the organization can develop the 
knowledge, skills and abilities of present and prosective employees, strengthen their motivation, decrease avoidance 
and retain excellence employees while push nonperformers to quit and which, in turn to improve employees and 
organizational performance. 
 
According to Delaney and Huselid (1996) and Huselid (1995), the impact of HRM practices on organization 
performance is depending on how HRM practices affect employees’ skills and abilities, motivation and organizational 
structure. The impact of HRM practices on employees’ skills and abilities are portrayed in recruitment, selection and 
training. Organization can hire employees through sophisticated selection procedures that created to cho se the best 
potential employees. After selection, employees can be provided comprehensive training and development programs 
in order to advance their knowledge, skills and ability n performing their works. Secondly, the effectiveness of 
skilled employees will be restricted, if they are not motivated to do the job. Therefore, to motivate employees, 
employers can encourage their employees to work efficiently through the performance appraisal based on individual 
and group performance, relating these appraisals to reward systems, the use of internal promotion system  based on 
employee merit and other types of incentives that support the interest of employees with those of share olders. 
Finally, the contribution of skilled and motivated employees is influenced by the way in which a workplace is 
structured. If jobs are structured, it will limit the way employees perform their job. Hence, HRM practices can affect 
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organizational performance in addition to organizational structure condition that supports employees’ participation 
and encourages them to improve the way they perform their jobs. Among relevant practices in achieving 
organizational performance include employees’ participation, internal promotion systems, team-based production 
systems and job security. 
 
Recently, empirical evidence has revealed HRM practices affect  organizational performance (Che Ros & Kumar, 
2006; Subramony, 2009; Tzafrir, 2006; Uysal, 2008; Wang & Zhang, 2005). Dyer and Reeves (1995) have analyzed 
four studies and revealed the relationship between HRM practices and firm performance. Similar to Beckr and 
Gerhart (1996) in their reviewed of seven studies on HRM practices, and firm performance confirmed signif cant 
relationship between two variables. In fact, Rogers and Wright (1998) in their article described the linkages between 
HRM practices and various operationalizations of firm performance. For example,  a study by Macduffie (1995), on 
62 universal automotive assembly plants and Ichniowski, Shaw and Prennushi (1997) on 36 steel finishing li es 
owned by 17 companies in the U.S. discovered that a “bundle” or “systems” of HR practices were related to 
productivity and quality. Moreover, numerous studies have shown the relationship between HRM practices and 
employee retention (Arthur, 1994; Guthrie, 2001), HRM practices and accounting profits among banks (Delery & 
Doty, 1996), HRM practices relate to operational performance among manufacturing plants (Ahmad & Schroeder, 
2003; Youndt et al., 1996), and HRM practices relate to organizational effectiveness as well (G. R. Ferris t al., 1998; 
Stavrou-Costea, 2005). 
HRM IN SMEs  
HRM is one of the vital roles in an organization. Most HRM theories and literatures are focused on HRM studies in 
large organizations and overlooked small organizations (B. E. Becker & Huselid, 1998; Huselid, 1995; S. Jackson & 
Schuler, 1995; Lado & Wilson, 1994). Even, Tansky & Heneman (2003) stated that SMEs have long been havi g the 
status of second-class citizens by HRM researchers. Thi  is supported by one of the qualitative findings showed that 
only 129 of the 403 articles that explicitly address d issues of HRM in small businesses. Of the 129 articles, only 17 
articles which have a specific hypothesis to be tested (Heneman et al., 2000). Additionally, most of HRM researches 
in small enterprises are often conducted in exploratory and primarily explanatory (De Kok & Uhlaner, 2001). Several 
studies depict the use of diverse HR practices in SMEs (Cassell, Nadin, Gray, & Clegg, 2002; Golhar & Deshpande, 
1997; Hornsby & Kuratko, 2003), whereas others concentrate on individual HRM practices, for instance, recruitment 
and selection (Tanova, 2003), training and development (Macpherson & Jayawarna, 2007), performance appraisal (S. 
E. Jackson, Schuler, & Rivero, 1989), compensation (Carlson, Upton, & Seaman, 2006) and an employee relation 
(Matlay, 1999). Most of the results from the aforesaid studies proposed that the use of HR practices is relatively 
fewer in a smaller firm to a larger firm. Moreover, SMEs also treat HRM practices as rather ad hoc and informal (De 
Kok & Uhlaner, 2001) due to their limited size and resource availability such as financial, time and HR expert (Klaas, 
McClendon, & Gainey, 2000). 
 
However, recent studies have revealed the importance of HRM for SMEs. For instance, a study done in the USA 
revealed that one of the keys for business failure n SMEs is due to less emphasis on human resources (Baron, 2003). 
Another analysis and classification of problems in small business done by Huang & Brown (1999) also found that 
apart the area of sale/marketing,  human resource management is the second most create problems for the small 
businesses. In fact, this is further supported by the ascendant facts indicating that HR practices in a smaller firm are 
expected to be as sophisticated as large organizations (Bacon, Ackers, Storey, & Coates, 1996; Golhar & Deshpande, 
1997; Hornsby & Kuratko, 1990). For example, there ar  no significantly differences between HR issues in large and 
small firms (Golhar & Deshpande, 1997; Hornsby & Kuratko, 1990).  Bacon et al. (1996) put forward the 
recognitions of small business managers toward the importance of new approaches of management to the succe s of 
the small businesses such as teamwork, job flexibility, decentralization, performance appraisals, etc., and that 
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innovative and progressive HR practices are no longer limited to large organizations. Furthermore, these new 
approaches also have been proven to have significant implications for the success of small firms (Bacon et al., 1996; 
Jones, Knotts, & Scroggins, 2005). Consequently, HRM practices should not be ignored by the management of SMEs 
in order to remain competitive. 
 
According to Ismail (2006; 2009), competitiveness is trongly linked to human resource capabilities. A  review of the 
literature indicates that human resources can be key ingredients affecting organizational performance (Pfeffer, 1998; 
Rauch, Frese, & Utsch, 2005), source of sustainable competitive advantage (Barney, 1991; Krishnan & Singh, 2011) 
and the function of human resource management (HRM) (Wright, McMahan, & McWilliams, 1994). Given the 
importance of SMEs and the possibility of human resource practices influence their performance, it is es ential to 
SMEs to increase their understanding on the effectiv ness of numerous human resource practices.   
 
A number of studies have focused on the potential effort that good human resource policy as an important firm 
resource is capable of enhancing organizational performance. As stated by Guest (1997, p.263), “the impact of human 
resource management on performance has become a major research issue in the field." Research by Hornsby & 
Kuratko (1990; 2003) found that employees who were motivated and highly skilled can be a determinant of he 
capability of small firms in order to maintain competitiveness in the current business environment. Moreover, Rauch, 
Frese, & Utsch (2005) and Pfeffer (1998) also claimed that human resource is a major role in producing 
transformations in small-scale enterprise development. Subsequently, the practices of effective human resource 
management should be of concern to SMEs to assist in improving their performance. 
 
HRM IN MALAYSIAN SMES 
 
In Malaysia, most of the SME studies focused on financing (Rozali, Taib, Latif, & Salim, 2006; Zabri, 2009), 
building business networking (Farinda, Kamarulzaman, Abdullah, & Ahmad, 2009; Zain & Ng, 2006), technology 
efficiency (Jajri & Ismail, 2009; Radam, Abu, & Abdullah, 2008), business strategy (Hashim, 2000; Hashim & 
Zakaria, 2010), innovation (Hilmi & Ramayah, 2008; Hussin & Noor, 2005; Man & Wafa, 2007) and its relationship 
towards SMEs performance. Comparatively, less reseach on HRM-performance link was performed utilizing small 
firm as their samples in Malaysia. For instance, th study by Ismail (2006), has focused on the effect of human capital 
attainment on labor productivity growth in SMEs. Hamid, Baharun, and Hashim (2006) found that SMEs in ge eral 
seem to experience fewer understanding of the variety of managerial practices. Furthermore, Jamaludin & Hasun 
(2007), have conducted a study on the importance of staff training toward SMEs’ performance and a recent survey by 
Osman, Ho, & Galang (2011) on the extent of adoption of HR practices in Malaysian SMEs is also not 
comprehensive as it is limited to the service sectors.  
 
All the aforementioned studies reflect HRM is in the stage of infancy in Malaysian SMEs since the study on HRM-
performance link in small firms remains scarce (Abdullah, Ahsan, & Alam, 2009; Lo, Mohamad, & La, 2009). 
Similarly, Hornsby & Kuratko (2003) mentioned that the needs of HR-related, practices, behaviors and outcomes are 
less understood in smaller firms. Heneman et al (2000, p.22) also proposed that, “SMEs may be an excellent place to 
study synergistic human resource management practices." Therefore, it is required to perform a study to fulfill the gap 
by providing empirical evidence of HR practices and their outcomes in the context of Malaysian SMEs.           
 
Drawing from universalistic, there are several combinations of HRM best practices that have been studied and yet no 
consistency on which combination of practices has been achieved. For example, Youndt et al.(1996) in his summary 
of best HRM practices offered a very comprehensive list of diverse HRM practices used by various studies,  Delery 
and Doty (1996), Delaney and Huselid (1996) and Way (2002) used seven of different practices, Wang and Zhang 
(2005) applied ten practices and Theriou and Chatzoglou (2008) utilized nine practices in their study (see Table 4 for 
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a summary of best HR practices used by different studies). However, in this conceptual paper, the selection of HRM 
practices is based on Boselie, Dietz, & Boon (2005) in their review of 104 articles on ‘HRM & Performance’ 
research; the total of 83 articles is on the training and development, 71 articles on the contingent pay and reward 
scheme, 51 articles on the performance management (including appraisal) and 50 articles on the r cruitment and 
selection. These four practices listed justified having the most support across various literatures. Lepak and 
Snell (2002), Snell and Dean (1992) and Youndt et al.(1996) similarly agree that the four key HRM practices are 
staffing, training and development, performance appraisal and compensation. The selection of those practices is 
in the interest of parsimony and ease of comparison. 
 
Table 4 
SUMMARY OF BEST PRACTICES IN HUMAN RESOURCE 
 









1. The use of 
internal career 
ladders 









6. Employee voice  





selectivity index  
2. Training index  




decision making  











performance  pay 
3. Pay level 
Flexible job 
assignments 





6. Formal training 
Communication 









1. Personnel selection & 
placement   
2. Performance 
appraisal 
3. Pay & bonus system 








7. Quality control 
program 
8. MBO 
9. Team management 
10. Corporate culture 
 
 








selection   procedures 
5. Limited status 
differences 






8. Internal career 
opportunities 






Staffing refers to the activities, including recruitment and selecting by identifying and attracting potential employees 
(Noe et al., 2010). With a thorough process of recruitment and selection of employees, employers can get the best and 
brightest workers in which they can fully contribute their expertise in developing the organization. Staffing is a 
critical practice and must be implemented cautiously to acquire employees who really qualified so as to improve 
organizational growth via increasing in employees’ productivity.  Hornsby & Kuratko (2003), in a replication and 
extension of their 1990 study, suggested that further research is required due to the increasing use of HRM practices 
in small firms, and they argued that staffing remains as critical issues in HRM for small firms as well.  Generally, 
SMEs have a tendency to utilize informal methods of recruitment (e.g. walk-ins and newspaper ads) and selection 
(e.g. face to face interview, application blanks and reference checks) as effective methods of staffing. Nevertheless, as 
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small firms grow up, the exhausted of informal staffing contacts by managers (for instance, relatives, r commendation 
and walk-ins), it is necessary to develop more formal ethods in employees’ recruitment in order to maintain their 
growth (Williamson, 2000). As a result, this provides an opportunity for SMEs to improve its ability to reach 
employees who can produce good quality of output. Thus, this conceptual paper proposes: 
 
Proposition 1: Staffing would be positively related to SMEs performance. 
 
Training and development 
 
Training and development are defined as activities that have been planned in order to assist the learning elated to job 
knowledge, skills and employees behaviors (Noe et al., 2010). Well-trained employees can share their knowledge and 
use their creativity to produce or serve a product to customer and understand the system development of product or 
service in the organization. Previous research had found a positive relationship between training and firm 
performance (e.g., T.-C. Huang, 2001; Loan-Clarke, Boocock, Smith, & Whittaker, 1999; Marshall, Alderman, 
Wong, & Thwaites, 1995). In fact, training and development are recognized as important HRM issues in small firms 
but in terms of providing formal training, it is still being overlooked by them. This is because most employers often 
underestimate the benefit and cost of training to small firms is not worthwhile (Storey, 2004; Storey & Westhead, 
1997; Westhead & Storey, 1996). In Malaysia, several platforms of training are provided by government to assist 
SMEs development in terms of managerial and technical training. Thus, given the importance of training and 
development in small firms, SMEs have to grab the opportunities and take an initiative to improve as well as update 
their employees’ knowledge and skills in order to pr duce superior output. Accordingly, this suggests: 
 




Performance appraisal is a process to assess the extent to which employees perform the job well (Noe et al., 2010). 
This appraisal gives employers the information on the employees’ progress in implementing their jobs. According to 
Delery and Doty (1996), performance appraisal has been acknowledged as strategic HR practices, which are results or 
behavior oriented. Behavior-oriented appraisal center on the employees’ behavior that is needed to perform the job 
effectively while result-oriented appraisal emphasis on the upshots of those behaviors. Prior findings hi hlighted that 
performance appraisals affect the performance of the firm as well (Delery & Doty, 1996; King-Kauanui, Ngoc, & 
Ashley-Cotleur, 2006). However, this practice is alo ikely to be informal in small firms and tend to f cus on 
monitoring and controlling rather than employees’ development (Cassell et al., 2002). As an alternative, SMEs should 
develop a systematic performance appraisal in order to develop their employees’ capabilities by allocating more time 
in providing a developmental response, communicating problems and discovering new aspects to develop. Hence, the 
following proposition is: 
 




Compensation is described as incentives of pay or reward that has been planned to stimulate individuals to join, retain 
and perform well over time to the firm (Lepak & Snell, 2002; Snell & Dean, 1992; Youndt et al., 1996). The objective 
of compensation is to motivate employees to perform their job effectively to facilitate the accomplishment of 
organization goals. Then, it is crucial to decide on h w employees are being paid; it can attract talen ed employees or 
bring down a motivation of existing employees. As with other HRM practices, small firms tend to practice nformal 
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system of compensation or reward such as recognition and reinforcement, pay increment, job security, etc. (McEvoy, 
1984). In contrast, to attract more and good applicants and sustain quality and talented employees, SMEs should  
design an effective formal system of compensation snce it is a potential source of achieving competitive advantage, 
which sequentially enhancing organizational performance (Carlson et al., 2006; Delery & Doty, 1996; Tzafrir, 2006). 
Therefore, SMEs need to offer equitable compensation policy so that they can attract, retain and motivate employees 
to apply their proficiency in their work-related activities efficiently and effectively. Therefore, the final proposition is: 
 Proposition 4: Compensation would be positively related to SMEs performance. 
 
Based on the preceding discussion of the literature, he following is a proposed conceptual framework: 
 
Figure 1 














This conceptual paper contributes to an understanding of the impact of HRM on SMEs performance generally nd 
particularly in Malaysia. Even though HRM practices have been considered as one of the significant factors appear to 
boost the performance of organization, it can be said actually most of the Malaysian SME does not practice HRM 
effectively in their business (Daud & Mohamad, 2010). Hence, Malaysian SMEs have to realize their own 
competencies, particularly their internal strengths such as the human resource and their HRM practices in order to 
support SMEs to be innovative and competitive (Ngah & Ibrahim, 2009). 
In order to remain perform, the management of SMEs needs to put more attention on the possible HRM practices or 
the best combination of HRM practices, which contribute to organization performance. As mentioned by Malaysian 
Human Resources Minister, Datuk Dr. S. Subramaniam at the two-day Congress, which said that SMEs should pay 
attention to the factors of HRM in improving their productivity as well as maintaining the existing talent. This is due 
to lots of small and medium businesses, which had limited expertise in managing human resources, compared to large 
corporations (Bernama, 2011, April 19). With the intention of understanding the predictors of business performance; 
firstly, SMEs must realize the HRM practices that are ffecting business performance. Consequently, in reality, 
SMEs need HRM to be practiced in their firm to facilitate goal achievement and also to generate more 
innovation. As HRM appears as an essential role for SMEs, more research on this topic is called for and as 
HRM practices 
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SMEs not a version of ‘scaled-down’ to large firms (Nguyen & Bryant, 2004), all the findings related to HRM 
in large firms cannot be generalized to SMEs.   
 
In conclusion, Malaysian SMEs should consider on how t  enhance the capabilities in the fields of human resource 
and skills development in order to increase their business success (Baron, 2003; McEvoy, 1984). Moreover, they also 
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